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FINANCING LOCAL GOVERNMENTS 1 

MORTIMER L. SCHIFF 
Kuhn, Loeb and Company 

ACCORDING to the most recent reports, we are now 
spending at the rate of $40,000,000 per day in round 
figures, of which about one- fourth is said to be for loans 
to our Allies. This is approximately $15,000,000,000 per year, and 
it is stated that our future requirements will be considerably 
larger than this. We are raising now about $4,000,000,000 by 
taxation, which is almost 27% of our present total expenditures 
and over 35% of those for our own account, a percentage of 
expenditures provided by taxation considerably in excess of what 
any other of the belligerents, including England, secures from 
that source. It is now proposed that even a larger percentage of 
our requirements should be raised from taxation and a figure as 
high as $8,000,000,000 has been mentioned in this connection. 
This is not the time or place to discuss the advisability or feasi- 
bility of such a program, but one thing is clear, that the amounts 
to be raised — both from taxation and by loans — are simply stu- 
pendous and that it will require the closest economy — public, cor- 
porate and individual — to make them available. Figures like 
these are impossible to visualize, and of course no such amount 
of money exists. But, as has frequently been said, it is not money 
— that is, gold and silver — which must be forthcoming, but what 
money represents — namely, labor and goods. We have pledged 
to the prosecution of the war all our resources in men and in 
money, but these are not in a form to be readily available. Both 
require mobilization, and just as the selection of men for military 
service must be made carefully to cause the minimum of disturb- 
ance to the industry of the country, care must be taken in securing 
the necessary financial support so as to make it readily forthcom- 
ing with the least possible interference with the country's ability 
to finance its business and industrial requirements. Just as there 
is a limit to the number of men who can be taken from productive 
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industry without affecting the development of the country, so is 
there a limit to the credit we can provide without curtailing our 
normal needs. It may well be that we shall have to exceed both 
these limits and, if necessary, we must not hesitate to do so. 
Business cannot go on as usual during war time and the sooner we 
realize this, the sooner shall we make our resources available in 
their full measure for our war requirements. Thrift and economy, 
both corporate and individual, must be the rule. Even our national 
purse is not bottomless, and we must do without many things, so 
that there may be no interference with the needs of the govern- 
ment. It cannot be emphasized too strongly or repeated too often, 
that unnecessary expenditures must be avoided, so as to release 
money — and let me repeat again, that is labor and goods — for war 
purposes. The primary business of this country at the present 
time is to win the war, and that as promptly as possible. It will 
not be over until it is won and every day by which it is shortened 
means not only a saving of millions of dollars, but what is far 
more important — of the lives and health of our greatest asset, 
the young manhood of the country. No sacrifice is too great to 
accomplish this, and the least those of us who unfortunately must 
stay at home can do is so to manage our own affairs and shape 
those of the enterprises under our direction, as to make available 
the facilities which the country needs for its war program. This 
requires the wholehearted and unselfish co-operation of capital 
and labor, of government and business, and can be attained only 
if all work together with singleness of purpose and unity of en- 
deavor. 

Industry, for that is after all the wealth of the country, must 
be mobilized on the basis of concentrating on essentials and elimi- 
nating non-essentials. This can be done by voluntary action on 
the part of producers or of consumers, by curtailment of credit 
and by control of raw materials. Voluntary action can accomplish 
much, but it is apt to be unscientific and to a great extent hap- 
hazard in character. Curtailment of banking credit is difficult to 
enforce and a rather dangerous expedient. It is almost certain 
to work unfairly, as no general rule for its application can be laid 
down, and different localities and even different banks in the same 
locality are sure to have different opinions as to what are essen- 
tial and what non-essential requirements. Banks can do much to 
discourage unnecessary expenditures by their customers who seek 
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credit, but it needs some authoritative body to apply effectively 
the check which the situation demands. That, it seems to me, can 
best be done by rigid control of raw materials. It avails little to 
preach economy if extravagance is encouraged by luxuries being 
readily procurable. There is little use, for instance, in urging a 
municipality not to enlarge and develop its park systems at the 
present time if contractors are ready — yes, even anxious — to 
undertake the work and are permitted to secure the labor and 
materials to do so. All the resources of the nation must be hus- 
banded with the greatest care to enable the country to bear its full 
part in the prosecution of the war, and there should be no un- 
necessary bidding by one enterprise against another and surely 
not by different departments or agencies of the government. 

There is, however, a curtailment of credit which is effective 
and which can be applied with reasonable fairness. Of course, 
there may be some hardship in particular instances, but that can 
scarcely be avoided in times like the present, and war demands 
the subordination, if need be, of the individual to the common 
good. The curtailment of credit to which I refer is that by gov- 
ernment control of capital issues. We have now an official body 
charged with this duty and upon its wise handling of the applica- 
tions which come before it will depend to a great degree the extent 
to which expenditures for non-essential purposes can be checked. 
While the Capital Issues Committee has no power to enforce its 
mandates and while notwithstanding its disapproval securities 
may be legally issued, in effect its decisions will be controlling, as 
its approval will be necessary to make an issue salable. The 
committee can view the country as a whole and determine whether 
or not it is advisable that a certain expenditure should be made 
and whether even though important for its particular locality, 
other requirements of greater national interest should not have the 
first call upon the investment market. 

I speak of the investment market, but it appears to me extremely 
doubtful whether as the war goes on there will be a market to any 
extent for any new issues except government bonds, or, if so, 
whether the offering of other securities should be permitted. In 
order to make available the enormous sums which our participa- 
tion in the war requires, the government must monopolize, if 
necessary, the investment market; and even state and municipal 
bonds, attractive as they may be to the investor on account of their 
exemption from taxation, must give way to the federal necessi- 
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ties. It may be said that other borrowers can succeed in tempting 
money out of the pockets of the people by the attractiveness of the 
terms they may offer, but even if this is possible, it should not be 
permitted in the interest of the country at large. The needs of 
the nation must be paramount. As a matter of fact, with govern- 
ment loans for large amounts absorbing the savings of the people, 
with provision having to be made for large tax payments, to say 
nothing of the absorption of funds by the Red Cross, Y. M. C. A. 
and other war activities, which must and should be supported, the 
financial exhaustion is apt to be such as to prevent the successful 
placing of larger amounts of other than government securities. It 
follows, therefore, that in order to avoid the competition of other 
securities more attractive to investors and to meet the needs of 
those unable to finance themselves, even if they were permitted 
to do so, the national treasury must provide either directly or indi- 
rectly the funds for the requirements of industry and of states 
and municipalities for refunding and such absolutely necessary 
additions, betterments and improvements as are imperatively 
needed in the national interest and cannot be postponed. For this 
we have the War Finance Corporation with its resources of 
$3,500,000,000, and the revolving fund of $500,000,000 provided 
in the Railway Act. Great care must be taken how these facilities 
are utilized, and their use must be restricted to what is absolutely 
essential for the prosecution of the war and for the maintenance 
of the credit of solvent public and private enterprises. 

We are at war, and everything must be considered with that 
basic fact in mind. We are in it for no selfish purposes, for no 
material gains, and fighting as we are for high ideals, we must 
take particular care that no selfish interest at home be permitted 
to interfere with what our armies need abroad. As Mr. Bonar 
Law, the British chancellor of the exchequer, has well said: "The 
war has become largely a question of nerves, endurance and stay- 
ing power." These are grave words and are to us, too, of deep sig- 
nificance. They point our duty clearly. We must harden our 
nerves, we must fortify our endurance and, to a great extent, it 
is this country which must finally provide the staying power. 
That means men and money without stint. We must make every 
sacrifice of our own comfort, of our own desires, to accomplish 
this and thus prove to the world that this is a united country, that 
democracy is efficient, effective and responsive and that the pledge 
of all our resources has not been empty words. 



